
COMMONWEALTH OF KENTUCKY 

BEFORE THE P U B L I C  SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF EAST PENDLETON ) 
WATER DISTRICT FOR AN INCREASE I N  1 
RATES PURSUANT TO THE ALTERNATIVE ) CASE NO. 9701 

UT I LIT I ES 
RATE F I L I N G  PROCEDURE FOR SMALL 1 

1 

O R D E R  

I T  IS ORDERED t h a t :  

1. The S t a f f  R e p o r t  for E a s t  P e n d l e t o n  W a t e r  D i s t r i c t  

("East P e n d l e t o n " )  a t t a c h e d  h e r e t o  as Appendix  A shall be i n c l u d e d  

as a part  of the record in t h i s  proceeding. I n  t h e  e v e n t  a public 

h e a r i n g  is h e l d ,  S t a f f  p r e p a r i n g  t h e  Staff Report w i l l  be 

ava i  lable for c r o s s - e x a m i n a t i o n .  

2. East P e n d l e t o n  shall have u n t i l  t h e  close of business 

December 8, 1986, t o  file w r i t t e n  comments c o n c e r n i n g  t h e  c o n t e n t s  

of Appendix A. I n  the e v e n t  E a s t  P e n d l e t o n  desires a public 

hearing, it s h a l l  file a Motion r e q u e s t i n g  such hearing, w i t h  a 

copy to all parties of r e c o r d .  

Done a t  F r a n k f o r t ,  Kentucky,  t h i s  2nd day of Decenber, 1986. 

ATTEST: 

E x e c u t i v e  Director 
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STAFF REPORT 

ON - 
EAST PENDLETON WATER DISTRICT 

CASE NO. 9701 

PREFACE 

On O c t o b e r  1, 1986, E a s t  P e n d l e t o n  W a t e r  D i s t r i c t  ( a E a s t a )  

f i l e d  its a p p l i c a t i o n  i n  Case N o .  9701 u n d e r  t h e  A l t e r n a t i v e  R a t e  

F i l i n g  P r o c e d u r e  f o r  Smal l  U t i l i t i e s  ( " A R F " ) .  The p r o p o s e d  r a t e  

a d j u s t m e n t  w a s  d e s i g n e d  t o  g e n e r a t e  a d d i t i o n a l  r e v e n u e s  of $16,057 

a n n u a l l y ,  or 10.8 p e r c e n t ,  a b o v e  E a s t ' s  n o r m a l i z e d  r e v e n u e s  

c a l c u l a t e d  for c a l e n d a r  year 1985. On November 7, 1986,  C a r r y n  

Lee a n d  Jeff Shaw of t h e  Commission s t a f f  c o n d u c t e d  a l i m i t e d  r a t e  

case a u d i t  f o r  t h e  purpose of e v a l u a t i n g  the r e q u e s t e d  i n c r e a s e  i n  

rates. 

SCOPE 

The s c o p e  o f  t h e  s t a f f ' s  w o r k  was l i m i t e d  t o  o b t a i n i n g  

i n f o r m a t i o n  t o  d e t e r m i n e  t h e  v a l i d i t y  and a c c u r a c y  of t h e  amounts  

reported a s  r e v e n u e s  a n d  e x p e n s e s  d u r i n g  c a l e n d a r  y e a r  1985  a n d  t o  

e v a l u a t e  the pro fo rma  a d j u s t m e n t s  proposed i n  Eas t ' s  appl icat ion.  

The s t a f f  also r e v i e w e d  t h e  a d e q u a c y  of E a s t ' s  a c c o u n t i n g  s y s t e m  

and a c c o u n t i n g  pract ices .  I n s i g n i f i c a n t  or immaterial 

d i s c r e p a n c i e s  were n o t  p u r s u e d  a n d  are n o t  addressed h e r e i n .  

FINDINGS 

O p e r a t i n q  Revenues  

E a s t  f i l e d  a b i l l i n g  a n a l y s i s  i n  its a p p l i c a t i o n  based o n  t h e  

rates g r a n t e d  i n  a p u r c h a s e d  water a d j u s t m e n t  e f f e c t i v e  J u l y  18, 
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1985. The b i l l i n g  a n a l y s i s  f i l e d  by E a s t  p r o d u c e s  r e v e n u e  in the 

amount  of $148,788.  A f t e r  r e v i e w i n g  t h e  b i l l i n g  a n a l y s i s  i t  was 

d i l r cove red  t h a t  Eas t  h a d  n o t  i n c l u d e d  t h e  $300 per month m e t e r  

charge  p a i d  by t h e  Black River  Mining Company i n  its t o t a l  r e v e n u e  

c a l c u l a t i o n s .  T h e r e f o r e ,  tes t  y e a r  n o r m a l i z e d  r e v e n u e  has keen  

increamed by $3 ,600  for a t o t a l  t e s t  year n o r m a l i z e d  r e v e n u e  of 

$152,388- 

Operation and Maintenance Expenses 

For the test y e a r  E a s t  reported $121,136 i n  t o t a l  o p e r a t i o n  

8nd m a i n t e n a n c e  e x p e n s e s .  E a s t  p r o p o s e d  s e v e r a l  a d j u s t m e n t s  which  

incrmased expenses  by $25,855 to $146,991. The s t a f f ' s  

o x a n i n a t i o n  of these ra t te rs  ha8 r e s u l t e d  i n  the f o l l o w i n g  

r o c m n d a t  Ions: 

For the test y e a r  Eas t  r e p o r t e d  w a t e r  p u r c h a s e s  of 55,020,500 

g r l l o n s  and water sold or used by t h e  d is t r ic t  of 42,815,800 

g a l l o n s .  The r e s u l t i n g  l e v e l  of water lost or u n a c c o u n t e d  f o r  is 

22.2 percent, wh ich  is greater t h a n  t h e  15 p e r c e n t  maximum water 

loss the Commission t y p i c a l l y  allows f o r  r a t e - m a k i n g  p u r p o s e s .  

East c a l c u l a t e d  its pro forma p u r c h a s e d  water expense t o  be 

$77,029 based on  its a c t u a l  tes t  y e a r  p u r c h a s e 6  and its s u p p l i e r ' s  

c u r r e n t  rate of $1.40 per 1,000 g a l l o n s .  In t h e  three yeare 

p r e c e d i n g  t h e  tes t  year E a s t ' s  water loss n e v e r  e x c e e d e d  15 

percent. Using a w a t e r  loss of 1 5  p e r c e n t  E a s t ' s  water p u r c h a s e s  

would be 50,371,500 g a l l o n s  w h i c h  wou ld  r e s u l t  i n  a pro forma 

e x p e n s e  of $ 7 0 , 5 2 0 .  Based o n  t h e  h i s t o r i c a l  data arid t h e  

Commiss ion ' s  n o r m a l  r a t e - m a k i n g  practices t h e  s t a f f  wou ld  

recommend t h e  Commission l i m i t  East's w a t e r  loss to 15 p e r c e n t  for 
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r a t e - m a k i n g  purposes and allow a maximum p u r c h a s e d  water expense 

of $70,520. 

E a s t  proposed a n  a d j u s t m e n t  of $700  for ra te  case e x p e n s e  

based o n  a n  e s t i m a t e d  e x p e n s e  of $2 ,100  t o  be amort ized o v e r  three 

y e a r s .  Dur ing  t h e  course of t h e  a u d i t  t h e  s t a f f  d e t e r m i n e d  t h a t  

t h e  a c t u a l  e x p e n s e  i n c u r r e d  by E a s t  f o r  t h e  p r e p a r a t i o n  of its 

a p p l i c a t i o n  is a p p r o x i m a t e l y  $1,500. Based  on  t h e  amount  of work 

r e q u i r e d  i n  p r e p a r i n g  a n  ARF a p p l i c a t i o n ,  p a r t i c u l a r l y  t h e  

p r e p a r a t i o n  of a b i l l i n g  a n a l y s i s ,  t h e  s t a f f  is of t h e  o p i n i o n  

t h a t  $1,500 is a r e a s o n a b l e  amount  for ra te  case e x p e n s e .  

T h e r e f o r e ,  u s i n g  t h e  t h r e e - y e a r  amor t i za t ion  p e r i o d  p r o p o s e d  by 

East, t h e  s t a f f  recommends making a n  a d j u s t m e n t  of $ 5 0 0  f o r  r a t e  

case e x p e n s e  . 
Dur ing  t h e  test  y e a r  E a s t  r e p o r t e d  $11,968 i n  d e p r e c i a t i o n  

e x p e n s e  wh ich  r e p r e s e n t e d  d e p r e c i a t i o n  o n  u t i l i t y  p l a n t  n e t  o f  

c o n t r i b u t i o n s  i n  a i d  of c o n s t r u c t i o n .  T h i s  is appropr ia te  f o r  

r a t e - m a k i n g  p u r p o s e s  as t h e  Commission does n o t  a l l o w  t h e  

r e c o v e r y ,  t h r o u g h  rates, of d e p r e c i a t i o n  on  c o n t r i b u t e d  p r o p e r t y .  

T h e r e f o r e ,  f o r  r a t e - m a k i n g  p u r p o s e s ,  n o  a d j u s t m e n t  is n e c e s s a r y .  

However, for a c c o u n t i n g  p u r p o s e s ,  a n  a d j u s t m e n t  t o  E a s t ' s  

a c c u m u l a t e d  d e p r e c i a t i o n  is n e c e s s a r y .  For t h e  y e a r s  1980 t h r o u g h  

1985  East d i d  n o t  r e c o r d  d e p r e c i a t i o n  e x p e n s e  for i ts  t o t a l  

u t i l i t y  p l a n t  i n  s e r v i c e  b u t  recorded d e p r e c i a t i o n  o n l y  for 

n o n - c o n t r i b u t e d  u t i l i t y  p l a n t .  T h i s  does n o t  confo rm t o  g e n e r a l l y  

accepted a c c o u n t i n g  p r i n c i p l e s  n o r  t o  t h e  a c c o u n t i n g  practices 

p r e s c r i b e d  by t h i s  Commission.  Dur ing  t h e  course of its 

i n v e s t i g a t i o n  t h e  s t a f f  l e a r n e d  t h a t  t h i s  problem h a d  a l r e a d y  been 
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addressed by East's independent auditors in the course of the 

district's financial audit for calendar years 1984 and 1985. 

Having discussed this matter with the independent auditors, the 

staff believes that the simplest and least costly way of 

reflecting the adjustments necessary to East's financial 

statements as reflected in its annual reports to the Commission 

w o u l d  be to m a k e  t h e  required cumulative adjustments as part of 

the district's 1986 annual report to the Commission with 

appropriate notes, or remarks, explaining the adjustments. 

Revenue Requirements 

Based on the rate-making adjustments recommended herein, 

East's adjusted operating statement would appear as follows: 

Operating Revenues 
Water Sales  
Other Revenues 

Total 

Operating Expenses 
Source of Supply 
Pumping Expense 
Treatment Expense 
Transmission and 

Distribution Expenses 
Customer Accounts 
Administrative And 

Genera 1 Expenses 
Depreciation Expense 
Taxes 

T o t a l  

Income Available 
For Debt Service 

Applicant's 
Pro Forma 

$ 148,788 
162 

$ 148,950 

$ 77,369 

3,507 
11,931 

9,015 
11,968 

527 
$ 146,991 

$ 1,959 

Staff Staff 
Adjustments Pro Forma 

$ 3,600 $ 152,388 
-0- 162 

$ 3  , 6 0 0  $ 152,550 

$ <6,509> $ 70,860 
-0- 11,931 
-0- 3 , 5 0 7  

-0- 20,789 
-0- 11 ,885 

(200)  8,815 
-0- 11,968 
-0-  527 

$ < 6 , 7 0 9 >  $ 140,282 

$ 10,309 $ 12,268 

East's average a n n u a l  debt service is $24,930. Based on the 

adjusted test period operations, East's Debt Service Coverage 
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(.DSC.) is .49X. The staff is of t h e  o p i n i o n  t h a t  t h i s  c o v e r a g e  

is i n a d e q u a t e  a n d  f a i l s  t o  meet t h e  r e q u i r e m e n t s  of KRS 2 7 8 . 0 3 0 .  

The staff is f u r t h e r  of t h e  o p i n i o n  t h a t  a DSC of 1.OX t o  1.2X is 

n e c e s s a r y  t o  a l l o w  E a s t  t o  m e e t  its o p e r a t i n g  e x p e n s e s ,  s e r v i c e  

i ts debt and p r o v i d e  for  r e a s o n a b l e  e q u i t y  g r o w t h .  The a d d i t i o n a l  

r e v e n u e  r e q u e s t e d  by E a s t  would  p r o d u c e  a DSC of L . 1 3 X  wh ich  

s h o u l d  be a d e q u a t e  t o  meet its needs .  T h e r e f o r e ,  t h e  s t a f f  

recommends t h a t  E a s t  be a l l o w e d  t o  i n c r e a s e  i ts r e v e n u e s  by the 

f u l l  amount r e q u e s t e d  of $16 ,057  which  w i l l  r e s u l t  i n  a n n u a l  

r e v e n u e s  of $168,607.  

The rates r e q u i r e d  t o  generate t h i s  l e v e l  of r e v e n u e  a re  se t  

o u t  i n  Appendix A t o  t h i s  report .  

R e s p e c t  f u 1 ly s ' ~  hnl t t ed ,  

A n a l y s t ,  C h i e f  
Water a n d  Sewer Revenue 
R e q u i r e m e n t s  Branch  
Rates and T a r i f f s  D i v i s i o n  

,~ P u b l i c  U t i l i t i e s  R a t e  

A n a l y s t ,  C h i e f  
Communication, Water and 
Sewer R a t e  Deeign  Branch  
Rates and  T a r i f f s  D i v i s i o n  
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A P P E N D I X  A 

The f o l l o w i n g  rates w i l l  produce a n n u a l  o p e r a t i n g  revenue 

in t h e  amount of $168,450. 

R E S I D E N T I A L  

USAGE BLOCKS 

F i r s t  1 , 0 0 0  g a l l o n s  
Next 99,000 gallons 
Over 100,000 ga l lon8  

RATES 

$ 9 . 1 6  Minimum 
3.41 per 1,000 gal lona 
3.01 per 1,000 g a l l o n s  

BLACK RIVER MINING COMPANY 

Monthly Meter Charge 
First 100 ,000  g a l l o n s  
Over 100 ,000  gallons 

$300 .00  Minimum 
3 . 4 1  per 1,000 g a l l o n s  
3 . 0 1  per 1 , 0 0 0  g a l l o n s  

KINCAID LAKE PARK 

First 100 ,000  ga l l o n s  
Over 100 ,000  g a l l o n s  

$571 .00  Minimum 
3 . 0 1  p e r  1 , 0 0 0  g a l l o n s  

MT. AUBURN APARTMENT 

First 20,000 gallons 
Next 80,000 gallons 
Over 100 ,000  g a l l o n s  

$ 73.95 Minimum 
3 . 4 1  p e r  1 , 0 0 0  g a l l o n s  
3 . 0 1  p e r  1 , 0 0 0  g a l l o n s  

E .  MORRIS TRUCK S T A T I O N S  

A l l  water $ 3.01 per 1,000 gallons 


